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MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

| am pleased to appear before you today. | am aso pleased to gppear on this pand with Amb.
John Walf, with whom our Department works very closay on issues related to Caspian energy
development. Amb.Wolf has outlined the Adminigtration’s Caspian policy and presented an up-to-date
status report of the specific pipeline projects. Thank you for giving me the opportunity to address U.S.
Caspian palicy in an energy security, energy diversty and energy policy context.

U.S. Energy Interestsin the Caspian

In support of the Adminigration’s overdl policy of promoting Caspian energy production and
exports, the Department of Energy has pursued the following broad objectives:
C Ensuring globa energy security in away that adequately addresses the strategic and
economic interests of the United States as well asthose of our dlies and regiona

partners,
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C Promote the economic development of the countries in the region;

C Promoting energy sector reform in the Caspian countries to attract foreign investment,
thereby fogtering regiond prosperity and sability;

C Supporting U.S. companiesin their efforts to soeed development of the region’s energy
resources,

C Fogtering viable and reliable dternatives for energy export; and

C Ensuring energy development occurs in an environmentaly responsible manner.

U.S. policy in the Caspian is both supported by and embodied in the Adminigiration’s
Nationd energy strategy which establishes clear, measurable objectives to help ensure that Americans
will have affordable, clean and secure energy suppliesinto the 21% century. The gods of our energy
drategy are to: 1) improve the efficiency of the overdl energy system; 2) ensure againgt energy supply
disruptions; 3) promote energy production and use in ways that respect our hedth and environmental
vaues, 4) expand future energy choices, and 5) seek international cooperation of globa energy issues.

Energy policy in the Caspian region specificdly addressesthese gods.  Our Caspian policy
reflects our view that the development of diverse, stable and reliable sources of energy isimportant to
our national security and to the globd economy. We can hep ensure againgt nationd or internationa
supply disruptions by diversfying sources of supply.

Internationa cooperation and collaboration to increase and diversfy world supply is crucid.
The Energy Information Adminigtration (EIA) expects world oil consumption to grow by an average
annud rate of nearly two percent, reaching dmost 84 million barrdsin 2005 and over 103 million

barrels aday in the year 2015. By the year 2015, the world's energy consumption is expected to be
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48 percent higher than it wasin 1995. The intense competition for scarce energy resources dictates the
need for high levels of internationa cooperation to meet the world' s energy demands through stable,
market-driven means.

Under Secretary Richardson’s leadership, we have taken severa steps to strengthen domestic
production and improve America s energy security for the long term. We have dso been working to
diversfy world oil supplies so we re not dependent exclusively on any one region. Our efforts have
focused on maintaining strong relaionships with the mgor oil and gas producing nations, and
encouraging their continued movement toward open markets, privatization and regulatory reform;
promoting the development of new sources of supply and the infrastructure to support them -- in the
Cagpian, in Africaand in Latin America ; and promoting regiona integration and infrastructure linkeges.

There' s concrete evidence that this gpproach isworking. Since 1974, U.S. petroleum
consumption has increased 16.4% while the economy has grown nearly 110%. Our top supplier of oil
varies from week to week among Canada, Venezuela, Saudi Arabiaand Mexico. We areless
dependent on OPEC ail, and last year imported crude oil from 40 different countries.

How | mportant of a Resour ce Baseisthe Caspian?

Moving Caspian energy suppliesinto the globa market figures prominently in our nationd
security equation.  While estimates of the sze of regiona oil and gas reserves vary widdy, most
observers consder that its resources will be on the same order of magnitude as those of the North Sea.
Proven reserves in the Caspian region are estimated at 16 to 32 billion barrdls of ail, which are
comparable to North Seareserves. It is possble that 186 billion additiond barrdls, roughly equivaent

to more than a quarter of the Middle East’ s reserves, remain to be discovered.
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We bdlieve developing these resources and facilitating their ddivery to world markets will help
make energy markets more competitive, transparent and market-sengitive, three prerequigites of an
efficient and smoothly functioning world energy sector.

How much the Caspian region actualy produces and when it reaches peak production depends
upon anumber of factors. For illustrative purposes, it took 25 yearsfor oil production in the North Sea
to reach 6 million barrels per day under favorable circumstances. In the Caspian region, circumstances
arelessfavorable. The region lacks supporting industries and infrastructure, and there is a shortage of
drilling rigs. If investments continue in the Caspian region & the current pace, and if sufficient export
outlets are developed, the Energy Information Agency’s (EIA) “high” non-OPEC supply case scenario
projects annud oil production to reach 4.2 million barrds aday by 2010. In the “low” non-OPEC
supply case scenario, which assumes some project delays, oil production would reach 2.5 million b/d
by 2010. These figures mean that at best the Caspian region will account for about 4.5% of total
world oil supply in 2010. Nevertheless, this represents almost one-half of new non-OPEC supply.
By way of comparison, in recent years Middle East-OPEC has supplied over 30% of total world oil
consumption, and could supply 40% by 2020. The Caspian region will never replace the Middle East
asaprimary source of supply, but it will limit the extent of the growth of world oil and gas dependence
ontheMiddle East. Thus, development of Caspian energy resources at the margin will play an
important role.

Ensuring a Commercial Stake and Supporting U.S. | nvesments

We continue to support worldwide trade and investments by U.S. energy companies, such

investments are key to unlocking Caspian energy resources and will have a corresponding benefit of
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promoting regiond stability and prosperity, aswdl as contributing to our nation’s economy. U.S.
technology is unrivaed and our companies employ the world' s highest environmentd protection
practices and technologies. Their involvement will help ensure that development in the Caspian region
achieves a desirable baance between maximizing production and environmenta stewardship.

A fundamentd thrust of our policy adso ratesto commercidity. That is, while we recognize
the influence regiona politicswill play on the development of export routes, we have aways maintained
that commercial congderations first and foremost will determine the outcome. These massve
infrastructure projects must be commercidly competitive before the private sector and the internationd
community will move forward. Our support of specific pipdines such as the Baku-Thilig-Ceyhan ol
pipeline and trans-Caspian gas pipdineis not driven by adesire to intervene in private, commercia
decisons. Rather, it derives from our belief that it is not in the commercid interests of companies
operating in the Caspian states — nor in the strategic interest of the host states—to rely on asingle,
mgor competitor for trangt rights. Since 1995, multinationd oil companies have entered into joint
arrangements to explore and produce the Caspian region resources, resulting in potentid capita
expenditures of up to $90 billion. To date, multinationas have actudly spent anywhere from $5 billion
to $10 hillion in developing these projects.  To protect these investments, we must take a sensible,
long-term view of the region’s development, oil demand, and price trendsin the oil market. Many
(actudly most) of the U.S. mgor oil and gas firms and engineering and congtruction firms have invested
large sums of capita in huge offshore projects in the Caspian region.  There will aso be increased
opportunities for American independents to invest in rehabilitating and redeveloping onshore ailfieds.

Feashility studies, engineering, design, construction, and financing combine to make a protracted
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process. With this huge investment exposure, planning now for long-term export and domestic
digtribution of the region’s oil and gasisonly prudent. That's one reason we are SO aggressive in urging
these countries to forge ahead now on infrastructure development in order to plan for the future.

Fostering Regional Cooper ation and Ener gy Development

The development of multiple pipelines and diversfied infrastructure networks to transport
Caspian oil and gas resources will have the additiond benefit of fostering the regiona cooperation
needed for peace and stability. Congtruction of oil and gas pipelinesin an “east-west energy corridor”
will serveto bind dl of the countries together. The development of the region’s energy resources
creates opportunities for these countries to cooperate in new ways for the benefit of al. The speed and
depth of that regiona cooperation will have a direct effect upon the future economic prosperity of the
individud countries.

Role of Russia

Russia has had along and important rolein Central Asaand the Caspian. Russaremans an
important influence in the area snce Russiais Hll the largest trading partner for each nation, Russaisa
littord State of the Caspian Sea, and Russia has the principa transportation routes for oil and gas out of
the region.

In fact, until the recent opening of an “early oil” pipdine from Baku, Azerbaijan to Supsa,
Georgia, Russa provided the only pipeline trangportation out of the region and most of therall
trangportation from the region. Kazakhstan and Turkmenistan currently ship oil through Russia, and
Azerbaijan is expected to resume shipments through Russia soon. Moreover, in 2001, Kazakhstani

exports are expected to begin flowing through the Caspian Fipeline Consortium (or CPC) pipeline to
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the Russian Black Sea port of Novorossysk. CPC, which includes both U.S. and Russian companies,
will be an important new pipeine sysem. We strongly support it.

Most recently, Lukail, the largest Russian oil company, has found a sgnificant deposit of oil and
gas in the Russian sector of the Caspian. As more wdlls are drilled over the next couple of years, the
extent of this discovery will become dearer.  If commercidly viable, thisoil could be used either in
local refineries, or shipped in the CPC, since Lukoil hasasmadl interest in the CPC.

The U.S. dways has viewed Russia as an important partner in the development of oil and gas
resources in the Caspian and has encouraged Russa to participate in the development of multiple
transport routes from the region. Asalittoral state, Russia has made its voice known regarding how
resources should be developed in the Caspian Sealin an environmentally sound manner. Since the
Caspian is an important fishery for Russa, use of the Caspian for trangportation either acrossit or under
it, can have an economic impact on Russa. Asaresult, its views are important to the overdl
development of the hydrocarbon resources around or in the Caspian Sea. We look forward to the
continuation of our work with the new government in Russiato develop economic, environmentaly
sound transportation aternatives through and from the Caspian region.

Role of Turkey

We want to assst our European dly, Turkey, in strengthening its energy security and mest its
development gods. Just two weeks ago, | had the privilege of leading the 8" session of U.S.-Turkey
energy consultations. Thisinteragency effort was established to discuss Turkey' s strategy for moving
forward with development of its energy sector, meeting the growing demand for dectricity, diversfying

its gas supplies, developing dternative fuelsto diversfy energy sources, and identifying further steps for
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development and congtruction of oil and gas pipelines through Turkey for Caspian resources.

In thisregard, we share Turkey’ s environmental concerns about the potentia increasein traffic
through the Bosporus. Further, we do not want to see the Bosporus become a potentia choke point
for aggnificant share of the world' s ail supplies, which would heighten environmenta concerns and
possibly impede the development of Caspian energy. One of the strengths of the Baku-Thilis-Ceyhan
route we support is that it would provide an dternative to increased flows of oil through the Bosporus.

Development of naturd gas pipdinesis dso important to the countriesin the region. Turkey
currently has gas shortages and plans to increase its gas imports more than five-fold by 2010. Potentid
dternatives to rdiance on Russia or Iran include purchases of gas from Turkmenistan and Azerbaijan.

ntensifying our Engagement with Regional Gover nments

One of the more visble ways we are implementing our Caspian policy involves the engagement
of Cabinet-level and senior-level viststo the region, and the establishment of forma government-to-
government didlogues. For example, Secretary Richardson has traveled to Caspian capitols three
times, most recently last November with Presdent Clinton to take part in Sgning agreements on Baku-
Thilisi-Ceyhan and the trans-Caspian Gas Pipdine.

Asthe countries in the region develop thar palitica systems, new governmenta structures and
new legd frameworks, they will congantly struggle to achieve sometimes conflicting gods. They will
have to formulate and implement domestic policies that cregte an investment friendly environment. This
isnot dways an easy task, because as you are al keenly aware, there is sometimes tension between
politica and economic redlities. Aswe establish a sound basis for trust with these countries, it will be

our role to share our best advice based on our own experiences with energy development, to work
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with them to identify internationa resources, and to work in partnership with U.S. industry to resolve
problems that will inevitably arise.

At the Department of Energy, we have established a dialogue with the countries of the region
on issues such as dimate change, energy efficiency and conservation, and environmentaly sustainable
energy development. We are working with them on policy issues such as energy sector liberdization
and energy regulation, and establishing policies that support baance in energy development. And we
are looking for new areas where we can be helpful, including developing aregiond system for oil spill
response. This cooperation isan integrd part of our efforts to establish a pogtive relaionship with the
countries of the region that will contribute to regiond development, political stability, and hedthy and
growing trade linkages.

The Caspian countries continue to reach out to the U.S. and to foreign investment. We are
working to maintain the momentum behind our support for these governments and the private sector.
We welcome an ongoing did ogue with Congress on Caspian energy development. We have followed
with interest the numerous Congressiona delegations that have traveled to the region. We will forward

to working with you in meeting the many challenges ahead.



